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SUBJECT:COUNTERV AILING DUTY ON SHOES 

1. SUMMARY: FINANCE MINISTER SIMONSEN TOLD THE AMBASSADOR 
DURING A MEETING ON JULY 18 THAT THE FINANCE MINISTRY 
HAD RECEIVED THE FINAL DATA ON THE REMAINING ELEVEN OF 
THE TWELVE SHOE-FIRM SAMPLE AND THAT THE STATISTICS INDI- 
CATED THAT THE AVERAGE COUNTERVAIL ABLE PORTION OF THE 
EXPORT INCENTIVES WAS ESTIMATED AT 5.25 PERCENT. HE 
THOUGHT THIS RATE SHOULD REALLY BE REDUCED TO ABOUT 
4.0 PERCENT SINCE IT INCLUDES THE INCOME TAX INCENTIVE 
AGAINST WHICH THE U.S. SHOULD NOT COUNTERVAIL BECAUSE OF 
OUR OWN DISC PROVISIONS. THE MINISTER WONDERED WHETHER IN 
LIGHT OF THE LOW LEVEL OF THE POSSIBLE DUTY IT WOULD NOT BE 
BETTER POLITICALLY FOR OUR OVERALL RELATIONS IF THE DUTY WERE 
NOT APPLIED. NO MATTER HOW LOW THE RATE, THE MINISTER 
BELIEVED THAT SUCH AN ACTION ON OUR PART WOULD BRING AN 
ADVERSE REACTION FROM THOSE GOVERNMENT QUARTERS THAT HAVE 
ELEVATED THIS MATTER TO THE POLITICAL PLANE. 

THE AMBASSADOR STRESSED THAT THE SECRETARY OF THE 
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DUTY LAW AND THAT HE PERSONALLY DID NOT BELIEVE TREASURY 
COULD CONSIDER THE BRAZILIAN CASE DE MINIMIS. IN ADDITION, 

THE AMBASSADOR NOTED THE IMPORTANCE AND SIGNIFICANCE OF 
TREASURY'S ENFORCEMENT OF THE COUNTERVAILING DUTY LAW TO 
THE PASSAGE OF THE TRA. MINISTER SIMONSEN SAID HE 
WOULD BE WRITING A LETTER TO SECRETARY SIMON ON THE SHOE 
QUESTION. END SUMMARY. 

2. DURING A CALL ON FINANCE MINISTER SIMONSEN BY THE 
AMBASSADOR AND THE FINANCIAL ATTACHE ON ANOTHER MATTER, THE 
FINANCE MINISTER BROUGHT UP THE SUBJECT OF THE PENDING 
COUNTERVAILING DUTY INVESTIGATION ON BRAZILIAN SHOE 
IMPORTS. HE SAID THAT THE MINISTRY HAD RECEIVED THE 
COMPLETE DATA FROM THE REMAINING ELEVEN FIRMS OF THE 
SAMPLE OF TWELVE CHOSEN BY BOTH SIDES AND THAT THE 
ANALYSIS OF THE STATISTICS INDICATED THAT THE AVERAGE 
COUNTERVAIL ABLE PORTION OF THE EXPORT INCENTIVES CAME OUT 
TO BE 5.25 PERCENT. DISCUSSING THE LW UTILIZATION RATE 

BY SHOE EXPORTERS OF THE THEORETICAL INCENTIVES AVAILABLE, 

THE MINISTER POINTED OUT THAT THIS 5.25 PERCENT 
TAKES INTO ACCOUNT THE INCOME TAX INCENTIVE WHICH, HE 
BELIEVED, THE U.S. SHOULD NOT INCLUDE INTO WHAT IT CONSIDERS 
COUNTERVAIL ABLE SINCE THE U.S. DISC PROVISION 
PROVIDES SIMILAR ASSISTANCE. THEREFORE, HE THOUGHT THE 
LEVEL OF COUNTERVAILING DUTY SHOULD REALLY BE AROUND 
4.0 PERCENT. 

3. THE MINISTER THEN WONDERED, GIVEN THE RELATIVELY LOW 
LEVEL OF THE COUNTERVAILING DUTY INVOLVED, WHETHER IT 
WOULD NOT BE BETTER POLITICALLY FROM THE STANDPOINT OF 
OVERALL RELATIONS BETWEEN THE TWO COUNTRIES FOR THE U.S. 
TREASURY NOT TO IMPOSE A COUNTERVAILING DUTY AT ALL. HE 
CONTINUED BY NOTING THAT FROM A PURELY ECONOMIC POINT 
OF VIEW THE IMPOSITION OF SUCH A DUTY WOULD ONLY HAVE A 
QUOTE COSMETIC UNQUOTE EFFECT. SHOE EXPORTERS, HE 
STATED, HAD ALREADY INFORMED HIM THAT THEY COULD ABSORB A 
5.25 PERCENT DUTY WITHOUT DETRIMENT TO THEIR EXPORTS TO 
THE U.S. MARKET. HE ANTICIPATED, HOWEVER, THAT THE IMPO- 
SITION OF EVEN A SMALL COUNTERVAILING DUTY WOULD CREATE A 
POLITICAL/DIPLOMATIC PROBLEM BY PROVOKING AN ADVERSE 
LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 03 BRASIL 05391 01 OF 02 201441Z 

REACTION IN CERTAIN QUARTERS OF THE BRAZILIAN GOVERNMENT, 
THAT HAVE ELEVATED THIS ISSUE TO THE POLITICAL PLANE. 

THESE QUARTERS WERE SUBSEQUENTLY IDENTIFIED AS THE FOREIGN 
MINISTRY AND THE MINISTRY OF INDUSTRY AND COMMERCE. 

4. THE AMBASSADOR REPLIED BY STRESSING THAT THE COUNTER- 
VAILING DUTY LAW GAVE THE SECRETARY OF THE TREASURY NO 
RPT NO FLEXIBILITY. HE SAID THE MINISTER'S POINT ABOUT 
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THE DESIRABILITY OF NOT IMPOSING A DUTY REALLY RAISED THE 
QUESTION OF WHETHER THE BRAZILIAN CASE COULD BE CONSIDERED 
DE MINIMIS. THE AMBASSADOR STATED THAT IT WAS HIS PERSONAL 
BELIEF THAT. GIVEN THE PRESSURES UNDER WHICH THE U.S. 

TREASURY IS OPERATING. THAT NO RPT NO SUCH APPROACH 
COULD BE APPLIED. IN ADDITION. HE TOLD THE MINISTER THAT, 

AS WE HAD STRESSED REPEATEDLY, AN IMPORTANT OBJECTIVE OF 
THE ADMINISTRATION WAS TO GET THE TRA, INCLUDING THE 
AMENDMENT ON THE COUNTERVAILING DUTY LAW, APPROVED BY THE 
CONGRESS. HE NOTED THAT THE CHANCES OF OBTAINING THIS 
APPROVAL WOULD BE ENHANCED BY A DEMONSTRATION TO THE 
CONGRESS BY THE ADMINISTRATION THAT THE LAW HAD BEEN 
APPLIED. THE AMBASSADOR WENT ON TO SAY THAT, FROM A 
PRACTICAL POINT OF VIEW, A DECISION TO COUNTERVAIL AT THE 
5 PERCENT LEVEL, IF THE DATA CITED BY THE MINISTER WERE 
CONFIRMED BY TREASURY'S REVIEW, WOULD SEEM TO HIM TO 
MEET THE NEEDS OF BOTH GOVERNMENTS, IN THAT THE USG 
WOULD HAVE APPLIED THE LAW IN ACCORDANCE WITH THE FACTS 
AND THE GOB WOULD KNOW THAT SHOE EXPORTS WOULD STILL BE 
COMPETITIVE. 



LIMITED OFFICIAL USE 



NNN 

LIMITED OFFICIAL USE 

PAGE 01 BRASIL 05391 02 OF 02 201315Z 

50 

ACTION TRSE-00 

INFO OCT-01 ARA-16 ISO-OO AID-20 CEA-02 CIEP-02 COME-OO 

EB-11 FRB-03 L-03 H-03 DRC-01 CIAE-00 INR-11 NSAE-00 

RSC-01 LAB-06 OMB-01 SS-20 NSC-07 STR-08 TAR-02 /118W 

064694 

P R 201230Z JUL 74 
FM AMEMBASSY BRASILIA 
TO SECSTATE WASHDC PRIORITY 4587 
INFO AMCONSUL RIO DE JANEIRO 
AMCONSUL SAO PAULO 



LIMITED OFFICIAL USE SECTION 2 OF 2 BRASILIA 5391 
PASS TREASURY PETER SUCHMAN 

5. THE MINISTER APPRECIATED THE AMBASSADOR'S POINT ABOUT 
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THE SIGNIFICANCE OF APPLYING THE LAW FOR THE TRA, SAYING 
THAT THAT HE UNDERSTOOD PERFECTLY WELL THE U.S. DOMESTIC 
POLITICAL CONSIDERATIONS. HE SAID HE HAD THE OPTION OF 
WITHDRAWING THE COUNTER VAILABLE PORTION OF THE EXPORT 
INCENTIVES IN ORDER TO PREVENT THE IMPOSITION OF THE 
ADDITIONAL DUTY BUT THAT HE HAD DECIDED AGAINST THIS 
ROUTE ON THE GROUNDS THAT HE DID NOT WISH TO SET A PRE- 
CEDENT. FURTHERMORE, HE STATED, ONLY HALF-JOKINGLY, 

THAT THE IMPOSITION OF A 5 PERCENT COUNTERVAILING DUTY 
WOULD DEMONSTRATE TO THE REST OF THE WORLD THAT BRAZIL IS 
NOT SUBSIDIZING ITS MANUFACTURED EXPORTS ALL THAT MUCH 
(ALTHOUGH HE CONCEDED THAT WHAT IS TRUE FOR SHOES 
MAY NOT BE TRUE FOR OTHER PRODUCTS). IN REPLY TO A 
QUESTION, THE MINISTER CONFIRMED THAT THE WHOLE EXPORT 
INCENTIVE SYSTEM IS BEING STUDIED AND THAT SOME CHANGES 
MAY BE INTRODUCED NEXT YEAR. 

6. REFERRING TO THE EARLIER REMARK MADE BY THE MINISTER 
ABOUT THE INCLUSION OF THE INCOME TAX INCENTIVE IN 

THE COUNTERVAILING DUTY ESTIMATES, THE FINANCIAL ATTACHE 
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NOTED THAT THE U.S. DISC PROVISION ONLY PROVIDED 
FOR PARTIAL TAX DEFERRAL AND WAS NOT AN OUTRIGHT TAX 
EXEMPTION LIKE THE BRAZILIAN SYSTEM. THE MINISTER REPLIED, 
HALF-JOKINGLY, THAT DEFERRAL COULD BE EXTENDED "HUNDRED 
YEARS". 

7. FINALLY, THE MINISTER SAID HE WOULD BE WRITING A 
LETTER TO SECRETARY SIMON ON THE SHOE MATTER. ALTHOUGH 
HE DID NOT ELABORATE, WE EXPECT THAT THIS LETTER WILL 
ACCOMPANY THE SUBMISSION OF THE FINAL DATA ON THE ELEVEN 
OF THE TWELVE SHOE FIRMS WHICH HAVE BEEN CHOSEN BY BOTH 
SIDES. 

CRIMMINS 
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